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ABSTRACT
This paper examines the state of the United States economy as it emerges from the 2001
recession. A comparison of several central economic variables indicates that the 2001 recession was the
mildest recession in the postwar period. In light of highly differentiated characteristics of recessions, the
paper suggests that we differentiate among downturns by a five-category “recession severity scale,”
analogous to the Saffir-Simpson Hurricane Scale. According to this approach, the 2001 recession fits in
the least severe box, a “category I recession,” along with the 1963 and 1967 non-recessions. The paper
next examines the behavior of profits in recent years and shows that financial finagling has infected the
aggregate profits numbers. Finally, the study constructs a measure of the forward-looking return on
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R1 =  S&P 500 earning-price rattio



























































S1 = Spread between S&P 500 and real 10-year bonds (S&P reported earnings)
S2 = Spread between S&P 500 and real 10-year bonds (S&P earnings corrected for cycle and accounting)
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